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Attached is the Staff Report for Adaman Mutual Water Company notice of intent to issue
stock. Staff recommends authorization to issue stock and denial of approval of the Plan of
Reorganization.

Attachment:

Any party to this procedure who wishes may file comments to the Staff Report with the
Commission's Docket Control by 4:00 p.m. on or before February 19, 2010.

FROM :

TO:

RE:

DATE :

SMO:JCM:red

Originator: Juan C. Manrique

STAFF REPORT FOR ADAMAN MUTUAL WATER COMPANY FOR
APPROVAL TO ISSUE STOCK DOCKET NO. W-01997A-09-0297

Docket Control

Steven M. Olea
Director .
Utilities Division

Original and thirteen copies

February 5, 2010
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Service List for: Adaman Mutual Water Company
Docket No. W-01997A-09-0297

Ms. Michele Van Quathem
Ryley Carlock & Applewhite
One North Central
Suite 1200
Phoenix, Arizona 85004-4417

Ms. Janice Allard
Chief Counsel, Legal Division
Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007

Mr. Steven M. Oleo
Director, Utilities Division
Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007

Ms. Lyn Fanner
Chief Administrative Law Judge, Hearing Division
Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007
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STAFF ACKNOWLEDGMENT

The Staff Report for Adaman Mutual Water Company Docket No. W-01997A-09-0297 is
the responsibility of the Staff member listed below: Juan C. Manrique is responsible for the
review and financial analysis of the Company's application.

Juan C. Manrique
PUBLIC UTILITIES ANALYST I
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EXECUTIVE SUMMARY
ADAMAN MUTUAL WATER COMPANY

DOCKET no. W-01997A-09-0297

On June 4, 2009, Adaman Mutual Water Company ("Adaman" or "Company"), an
Arizona non-profit and Class "C" Public Service Corporation located in Litchfield Park, Arizona,
filed a notice of intent to reorganize into a for-profit "C" Arizona Corporation with the Arizona
Corporation Commission ("Commission" or "ACC"), On June 12, 2009, Adaman filed an
amended application and requested approval of its Agreement and Plan of Reorganization
("Plan") effective January 1, 2010.

According to the application, Adaman intends for its members to exchange membership
interests in the Company for 2,486.68 shares of common stock. Every full and partial share
corresponds to each member's ownership of real property within the Company's service area.
Also, because each share is tied to real property ownership, shares will only be transferrable
upon the sale and transfer of land. The Company is also requesting approval of its Plan of
Reorganization.

The Company states that the motivation behind the reorganization to a for-profit "C"
Corporation is to sell its excess water on the wholesale market. According to the application, the
sales of wholesale water will allow Adaman to make capital improvements to its plant without
subjecting its members to substantial rate increases. The Company also states that by
reorganizing into a for-profit Corporation, the individual members are able to benefit from
possible condemnation proceedings by receiving distributions of condemnation payments.

Adaman also requests that any authority granted by the Commission in this proceeding be
effective as of January 1, 2010, to avoid filing two tax returns.

A.R.S. § 40-301 states that public service corporations must seek Commission approval
in order to issue stocks.

A.R.S. § 40-302 states that public service corporations seeking to issue stocks must
provide the Commission the purpose for such stock issuances.

A.R.S. § 10-1001 states that a "corporation may amend its articles of incorporation at any
time to add or change a provision that is required or permitted in the articles of incorporation or
to delete a provision that is not required in the articles of incorporation." The Company's
application includes a copy of the Plan between the Board of Directors and its members dated
April 7, 2009.

A.R.S. § 10-1003 states that a "corporation's board of directors may propose one or more
amendments to the articles of incorporation for submission to shareholders." The Colnpany's
amended application includes a copy of the First Amendment to Agreement and Plan of
Reorganization that places conditions on the effective date of the Plan. One of those conditions
is "approval of this Plan and the transactions contemplated hereby by the ACC, provided that in
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no event shall the Plan become effective, unless an order is entered by the ACC, as required by
law, authorizing the Plan and the transactions contemplated hereby (the 'Effective Tilne')."

Staff calculated Adaman's capital structure as of December 31, 2008, to consist of 0.3
percent short-term debt, 0.0 percent long-term debt 86.4 percent equity, 10.9 percent Advances
In Aid of Construction ("AIAC") and 2.4 percent Contributions In Aid of Construction
("CIAC"). AIAC refund obligations are preserved by the reorganization plan.

Staff concludes that the Plan is within Adarnan's corporate powers, is compatible with
the public interest, will not impair its ability to provide services and is consistent with sound
financial practices.

Staff further concludes that the Company does not currently have on file an authorized
wholesale water tariff, which it must obtain through an appropriate proceeding (i.e., a rate
application) prior to selling water to wholesale buyers.

Staff further concludes that, since Adaman is not a Class A investor-owned utility,
Arizona Administrative Code ("A.A.C.") R14-2-803 is not applicable to Adaman, and approval
of Adaman's Plan, including its First Amendment, is unnecessary, accordingly, Staff does not
recommend approval.

Staff recommends authorizing Adaman to issue 2,486.68 shares of common stock for the
purpose of exchanging for equal numbers of full and partial membership interests pursuant to
Ataman's Plan.

Staff further recommends authorizing Adaman to engage in any transaction and to
execute any documents necessary to effectuate the authorizations granted.

W-01997A-09-0297
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Adaman Mutual Water Company
Docket No. W-01997A-09~0297
Page 1

INTRODUCTION

On June 4,  2009,  Adamant Mutual Water  Company ("Adaman" or  "Company"),  an
Arizona non-profit  and Class "C" Public Service Corporations located in Litchfield Park,
Arizona, filed a notice of intent with the Arizona Corporation Commission ("Commission") to
reorganize into a for-profit "C" Arizona Corporation. On June 12, 2009, Adamant filed an
amended application and requested approval of its Agreement and Plan of Reorganization
("Plan") effective January l, 2010.

PUBLIC NOTICE

On October 7, 2009, the Company filed an affidavit of publication verifying public notice
of its application. The Company published notice of its application in The Record Reporter on
October 5, 2009. The Record Reporter is a newspaper of general circulation published Monday,
Wednesday and Friday in the County of Maricopa, State of Arizona. The affidavit of publication
is attached along with a copy of the Notice.

BACKGRCUND

Adaman's business office is located at 16251 West Glendale Avenue, Litchfield Park,
Arizona 85340. The Company owns and operates a water  utility in and around the City of
Litchfield Park, Maricopa County, Arizona. The Company provides service to approximately
254 customers.

The Company is owned and operated by its members.

PURPOSE AND DESCRIPTION OF PROPOSED REORGANIZATION

Adaman's  Plan provides for  its  members to exchange membership interests  in the
Company for 2,486.68 shares of common stock. Every full and partial share corresponds to each
member's ownership of real property within the Company's service area. Also, because each
share is tied to real property ownership, shares will only be transferrable upon the sale and
transfer of land.

The applica t ion asser ts  tha t  the reorganiza t ion to a  for -profit  "C" Corpora t ion is
necessary to allow it to sell its excess water on the wholesale market and provide the means to
make capital improvements to its plant without subjecting its members to substantia l ra te
increases. The Company further asserts that reorganizing into a for-profit Corporation enables
the individual members to receive distr ibutions of condemnation payments in the event of
condemnation of its assets--a benefit forbidden for non-profit entities under existing law.

1 Adaman reported $299,204 of Operating Revenue for the .year 2008 .

w-01997A-09-0297



Adaman Mutual Water Company
Docket No. W-01997A-09-0297
Page 2

Adaman also requests that any authority granted by the Commission in this proceeding be
effective as of January 1, 2010, to avoid filing two tax returns.

REORGANIZATION ANALYSIS

A.R.S. § 40-301 states that public service corporations must seek Commission approval
in order to issue stocks.

A.R.S. § 40-302 states that public service corporations seeking to issue stocks must
provide the Commission the purpose for such stock issuances.

A.R.S. § 10-1001 states that a "corporation may amend its articles of incorporation at any
time to add or change a provision that is required or permitted in the articles of incorporation or
to delete a provision that is not required in the articles of incorporation." The Company's
application includes a copy of the Agreement and Plan of Reorganization between the Board of
Directors and its members dated April 7, 2009, as an attachment to its application.

A.R.S. § 10-1003 states that a "corporation's board of directors may propose one or more
amendments to the articles of incorporation for submission to shareholders." The Company's
amended applica t ion includes  a  copy of  the F ir s t  Amendment  to Agreement  and P lan of
Reorganization that places conditions on the effective date of the Plan. One of those conditions
is "approval of this Plan and the transactions contemplated hereby by the ACC, provided that in
no event shall the Plan become effective, unless an order is entered by the ACC, as required by
law, authorizing the Plan and the transactions contemplated hereby (the 'Effective Time')."

Title A, Article 8 of the Arizona Administrative Code ("A.A.C,") requires all Class AS
investor-owned utilities under the jurisdiction of the Commission to notify the Commission's
Utilities Division in writing at least 120 days prior to reorganizing an existing utility holding
company Since Adaman is  not  cur rent ly and will  not  become as  a  direct  r esult  of  the
reorganization a Class A investor-owned utility, Staff finds that this requirement is not applicable
to this application.

Schedule JCM-l presents Adaman's capital structure as of December 31, 2008. Column
[A] illustrates that Adaman's existing capital structure consists of 0.3 percent short-term debt,
0.0 percent long-term debt 86.4 percent equity, 10.9 percent Advances In Aid of Construction
("AIAC") and 2.4 percent Contributions In Aid of Construction ("CIAC"). The reorganization
plan will have no effect on the Company's capital structure. AIAC refund obligations are
preserved by the reorganization plan.

2 A.A.C. R14-2-802.
3 A.A.C. R14~2-803.
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Adaman Mutual Water Company
Docket No. W-01997A-09-0297
Page 3

CGMPLIANCE

A check of the Compliance Database indicates that there are currently no delinquencies
for Adaman Mutual Water Company.

STAFF CONCLUSIONS AND RECOMMENDATIONS

Staff concludes that the Plan is within Adaman's corporate powers, is compatible with
the public interest, will not impair its ability to provide services and is consistent with sound
financial practices.

Staff further concludes that the Company does not currently have on file an authorized
wholesale water tariff,  which it  must obtain through an appropriate proceeding (i.e. ,  a  rate
application) prior to selling water to wholesale buyers.

Staff further concludes that since Adar ran is not a Class A investor-owned utility, A.A.C.
R14-2-803 is not applicable to Adar ran, and approval of Ataman's Plan, including its First
Amendment, is unnecessary, accordingly, Staff does not recommend approval .

Staff recommends authorizing Adaman to issue 2,486.68 shares of common stock for the
purpose of exchanging for equal numbers of full and partial membership interests pursuant to
Adaman's Plan.

Staff fur ther  recommends author izing Adaman to engage in any transaction and to
execute any documents necessary to effectuate the authorizations granted.
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Adaman Mutual Water Company
Docket No. W-01997A-09-0297
Request for Approval to Issue Stock
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Schedule JCM~1

1A1'
12/31/2008

Short-term Debt $1 387 0.3%

Long-term Debt $0 0.0%

Common Equity $445 512 86.4%

Advances in Aid of Construction $56454 10.9%

Contributions in Aid of Construction $12 425 2.4%

Total Capital $515 778 100.0%

1 Column [A] is based on Adaman's financial information for the year ended December 31, 2008.

S;/AR/Adaman Mutual JCM 09-0297.xls/Schedule JCM-1
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Attachment A
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Michele Van
mvanquathem

uathem - (Bar No. 019185)
rcalaw.com

r

James E. BI'o*)hy _ (Bar No. 003764)
jbrophy@rca aw.com I
Attorneys for Adaman Mutual Water Company

BEFORE THE ARIZONA CORPORATION COMMISSION

IN THE MATTER OF THE APPLICATION OF
ADAMAN MUTUAL WATER COMPANY FOR
APPROVAL TO ISSUE STOCK Docket No. W-01997A-09-0297

NOTICE OF FILING
AFFIDAVIT OF PUBLICATION

Adaman Mutual Water Company, through its undersigned counsel, hereby submits this

Notice of Filing the attached Affidavit of Publication in the above-referenced matter.

DATED this 7th day of October 2009.

RYLEY CARLOCK & APPLEWHITE
:.
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19209
Michele Van Quathem, tty. No. 019185
James E. Brop y, Atty. .
One North Central Avenue, Sulte 1200
Phoenix, Arizona 85004-4417

Fax: (602) 257-6973
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Phone: (602) 440-4873

Attorneys for Adaman Mutual Water
Company
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An original and thirteen copies of the
foregoing filed this 7th day of October 2009
with:

1

2

3

4

5

6

Docket Control
Arizona Corporation Commission
1200 W. Washington St.
Phoenix, Arizona 85007

Copies of the foregoing mailed this 7"' day
of October 2009 to:

Juan Manrique
Utilities Division
Arizona Corporation Commission
1200 W. Washington St.
Phoenix, Arizona 85007

Charles Hains, Attorney
Legal Division
Arizona Corporation Commission
1200 W. Washington St.
Phoenix, Arizona 85007

Belinda Martin
Hearing Division
Arizona Corporation Commission
1200 W. Washington St.
Phoenix, Arizona 85007
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T H E R E c o RD RE PO RTE R

~SlNCE 1914~

1505 N CENTRAL AVE #200, PHOENIX, AZ 85004-1725
Telephone (602) 417-9900 I Fax (602) 417-9910

Publishing for Maricopa
and Pima Counties

Leslie Brualt
RVLEY CARLOCK & APPLEWHITE / EMA
1 N CENTRAL AVE #1200
PHOENIX, Az _ 85004-4417 RR# 1705538

AFFIDAVIT OF PUBLICATION

Reference #: 101344.4

Notice Type: MN . MISCELLANEOUS NOTICE

Ad Description: ADAMAN WATERPUBLIC NOTICE

are ons
with n Adaman sarvlcs use.

Commlssbn in Pheonix,

I, I papa Gihepn . am authorized by the publisher as
agent to make this affidavit. Under oath. I state that the following is true and
correct.

met'le4'.

THE RECORD REPORTER Is a newspaper of general circulation published

Maricopa (also publishing for Pima County). State of Arizona. The copy

following dates:
hereto attached is a true copy of the advertisement as published on the

in!

10/05/2009

PUBLIC NOTICE OF AN
APPLICATION FOR AN ORDER

AUTHORIZING THE lssumce OF
STOCK PURSUANT TO THE
AGREEMENT AND PLAN OF

nEoncAn\zAT» on BY ADAMAN
usuAL w nsn COMPANV

Adams Mutual W slef Colmangwgw) Med an Apdlcaiion
e zone Oornosallon Commisslon

('0ommlsdon') f a an order
authorfdng the gpplfcant b Issue
2,488.68 shun common stock In
eonlunclion with Adamarvu Plan Of
Reorganization as a fa-puolit Arizona
eol'pora¢lon. This common stud! vNll
Bo owned p1ulwr\Ional¥ Io Mach
sharohddofs ownorshlp o land within
\ho Comoanfl sorvleo we. fun as
oumnt voting membonhl Intansls

I lo owners p of l d
o

appllatton Is svalnbls for hupedlon
during rs8'ular business hours at the
ofltoo of •
Arizona, and the Company! ofltoos In
Lltchiotd Park. Arizona. lnlarvantion
In the Conwlsslon'l gemoeedngs on
the application chill mitted no
any person awtttted 3 ?  l a w  t o
lntswsno and having a direct
substantial Inlataat In lots
Persons dsdrlng to lnteuveno must his
a motion to lntarvsna with the
Comm'sslon whleh must be served
upon appl i cant  and w hat ,  a t  s
ninlmum, shall mntaln the following
Information'
1. The natretgddtnee and dephone

. . . number o ed ntewenorMonday, Wednesday and Frlday except legal holidays, tn the County of and et any persogupon uMom eemoe
at dommenls Ia lo be made If dllferent
then the Intervenor.
2. A shop statement d the proposed
Intervenor Interest In Me ding.
3. Whether Me ewer or
desires e karma! evudentisry hearing
on the application end the reasons for
end\ a heertn. 1yl m M
4.Astetamen cert!  ng at e y
the Motion to Inlevvone » ~.é'° E...,
melted to Applicant.
The gbrgnting d Motions to Intervene
shall governed by AAC,
105, ell to

the 15th day after Mls notice.
10/5/09

R14-3-
except that Motions

Interval must Bo filed on. or bufola,

RR-17055381
Stat/Of Arizona)

County Of Maricopa)
)ss.

Subscribed and sworn to before me on the 5th day of October, 2009

Cr. rd
f a- c;
. \

n

l -
-8

\ I jf' DIANE M. HEUEL
Notary Public-Arizona

n Maricopa County .
Expires 10/31/2010 *A00000136638"0*


